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H M Customs & Excise 



Cash Accounting 



Consultation Paper 



This consultation paper sets out Customs proposals for 
improvements to the Cash Accounting Scheme. Comments on 
these proposals or any other aspect of the scheme are invited and 
should be sent, by 31 May 1993 please , to: 

Paul Olive 

H M Customs & Excise 
VCD 1 

Wilberforce House 
25 The Strand 
LIVERPOOL 
L2 7XL 

Telephone: 051 707 3328 



Further copies of this consultation paper can be obtained from the 
above address, copies of the enclosed leaflets are available from 
any local VAT office. 
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INTRODUCTION 



Background 

The Cash Accounting Scheme was introduced to help relieve the burdens 
imposed on VAT registered businesses. The Scheme allows small businesses to 
handle their VAT on the basis of cash paid and received, rather than on invoices 
and it gives automatic bad debt relief. 

In order to introduce the scheme a derogation was obtained from the EC Sixth 
Directive. This derogation was recently renewed and extended until the end of 
1996. 

1993 Budget Changes 

As announced by the Chancellor in his budget speech the turnover limit for the 
Cash Accounting Scheme has been increased from £300,000 to £350,000 and, 
in line with Government policy to reduce the burden on small businesses, entry 
to the scheme will be deregulated with effect from 1 April. 

Businesses who wish to use Cash Accounting will no longer need to apply in 
writing to their local office. They will, however, be responsible for deciding 
whether or not they are eligible for the scheme. Businesses who use the scheme 
when they are not eligible will be liable to assessments on any underdeclared 
tax. At present almost 160,000 businesses, about 40 per cent of those who 
would benefit, use cash accounting; we hope this number will continue to 
increase. 
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CONSULTATION PROPOSALS 



Following deregulation of entry to the scheme Customs wish to relax further the 
conditions of the scheme. They aim to make Cash Accounting as attractive and 
simple to use as possible. 

Customs are seeking responses to proposals under the following headings: 

♦ Conditions for use of the scheme 

♦ The turnover limit 

♦ Records and accounts 

♦ Style of the public notice 

We would welcome any other points you wish to make on simplifying the 
operation or understanding of the scheme . 



Conditions for use of the scheme 

We propose to abolish some of the conditions for the deregulated scheme and 
these are outlined below. Full details of the current conditions can be found in 
Notice 731 and The Cash Accounting (Amendment) Regulations 1992; they fall 
into three categories: 

* 

• Eligibility; 

• Using the scheme; and 

• Requirement to leave the scheme 
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Eligibility 



We would welcome views on the conditions that a business must meet before 
starting to use the scheme. Apart from taxable turnover the main existing 
conditions are that: 



all returns must be up to date and the business must not have a debt 
to Customs of more than £5,000; 

within the past three years the business must not have committed a 
VAT offence or been expelled from the scheme. 



Should a business be required to have all returns up to date? If 
not, would this give an unfair advantage to such a business over 
its competitor whose returns were up to date? 









Should a business be able to use the scheme even though it has an 
outstanding debt to Customs? If so, should the current maximum 
debt be increased from £5,000 or arrangements be made with the 
local VAT office to pay off any size of debt? 





Using the scheme 

If a business starts to use the scheme it must: 

• do so from the first day of a tax period; and 

• use it for the whole of the business. 

These conditions appear reasonable and no change is suggested. 
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Leaving the scheme 



The business must revert to normal accounting if: 

• it exceeds the turnover limit plus a 25% tolerance; or 

• it becomes insolvent; or 

• Customs consider that continued use would be a risk to the 
revenue. 

Again, no change is suggested. 

Withdrawal of the facility 

There are other grounds for Customs stopping a business using the scheme, for 
example if the business has been assessed for default surcharge. 



This could, of course, compound a debt, but to withdraw the facility could make 
the situation worse. 



Should businesses which have incurred default surcharge be 
allowed to remain in the scheme? 



Once the facility is withdrawn for a breach of the conditions a business may not 
use the scheme for a period of three years. 

Should the local VAT office be allowed discretion regarding a 
shorter period before a business may start to use the scheme 
again? 
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The turnover limit 



The new limit of £350,000, together with a 25% tolerance which is built into 
the scheme, means that expanding businesses may continue to use cash 
accounting until their turnover reaches £437,500. 

Application of the limit 



A business would check its turnover at the end of each quarter. If it has 
exceeded £437,500 in the past twelve months, it would have to leave the 
scheme at the anniversary of joining. If, however, at the anniversary date its 
turnover has fallen below the limit it may remain in the scheme. This will allow 
businesses with a "one-off' increase in sales to continue to use the scheme. 

A quarterly limit of £225,000 could be introduced. If exceeded in one quarter, 
the business would leave the scheme at the end of that quarter. Seasonal traders 
who can demonstrate that their annual turnover will not exceed £437,500 will be 
allowed to remain in the scheme.The quarterly limit is intended to prevent a 
rapidly expanding business gaining an unfair advantage over its competitors. 



Is there a simpler method? 




In view of comments received about the present separate rules which 
apply to growing businesses and those which acquire other businesses 
would the following alternative routes be helpful? 
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Records and Accounts 



A business has to keep: 

• a cash book summarising all payments made and received, with a 
separate column for VAT; or 

• any other record that will satisfy Customs that the payments made 
and received can easily be linked to the records for each 
transaction. 



In addition a business still has to keep and issue tax invoices as in the normal 
method of accounting. 



Are there any problems in keeping accounts on a cash rather than 
a transaction basis? 



Could any fewer records be kept without undermining the ability 
to check cash to transactions? 
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Style of the Public Notice 



We propose to rewrite the present Notice 73 1 in a more attractive, user friendly 
style. 



Would a poster style pull-out containing illustrations 
examples be helpful? 




We anticipate something similar to the one in Notice 711 Second-hand cars "A 
guide to the records for the registered dealer”. 
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